
SUMMARY 

Our Company 

We are currently a subsidiary of LMC, and our assets and businesses consist of 100% of Ascent 
Media Group, Inc., which we consolidate, and LMC‘s 50% interest in Discovery Communications, Inc. 
which we account for using the equity method of accounting. Prior to the spin off, LMC will transfer 
$200 million in cash lo a subsidiary of our company. Following the spin off, we will be an independent 
publicly traded company, and LMC will not retain any ownership interest in us. In connection with the 
spin off, we and LMC are entering into certain agreements pursuant to which we will obtain certain 
management and other setvices, and we and LMC will indemnify each other against certain liabilities 
that may arise from our respective businesses. See “Certain Inter-Company Agreements.” 

ours. As part of its internal restructuring to effect the spin off, LMC intends to converl Ascent Media 
to a Delaware limited liability company. Ascent Media provides creative, media management and 
network services to the media and entertainment industries. Its clients include major motion picture 
studios, independent producers, broadcast networks, cable programming networks, advertising agencies 
and other companies that produce, own and/or distribute entertainment, new?., sports, corporate, 
educational, industrial and advertising content. 

Discovery Communications, Inc., which we refer to as Discovery, is a global media and 
entertainment company whose operations are organized into three business units: Discovery networks 
US., Discovery international networks and Discovery commerce, education and other. Through one of 
our subsidiaries, we own 50% of Discovery. Discovery has grown from ill core properly, Discovery 
Channel, to current global operations in over 160 countries with over 1 billion total cumulative 
subscription units. As used in this document, the term “subscription units” means, for each separate 
network or other programming service that we offer, the number of television households that are able 
to receive that network or programming service from their cable, satellite or other television provider, 
and the te rn  “cumulative subscription units” refers to the sum of such figures for multiple networks 
and/or programming services, including: (1) multiple networks received in the same household, 
(2) subscription units for joint venture networks, (3) subscription units for branded programming 
blocks, which are generally provided without charge, and (4) households that receive Discovery 
programming networks from pay-television providers without charge pursuant to various pricing plans 
that include free periods and/or free carriage. Discovery produces original programming and acquires 
content from numerous producers worldwide that is tailored to the specific needs of viewers around the 
globe. Discovery has 21 nehuork entertainment brands, including Discovery Channel, TLC, Animal 
Planet, Dave1 Channel, Discovery Health Channel, Discovery Kids and a family of digital channels. 
Discovery‘s networks are carried by the largest cable television and satellite distributors in the United 
States and abroad, Discovery also distributes BBC America to cable and satellite operators in the 
United States. 

When we refer to “our businesses” in this information statement, we are referring to the 
businesses of Ascent Media and Discovery and their subsidiaries and equity affiliates. 

Our principal executive offices are located at 12300 Liberty Boulevard, Englewood, Colorado 
80112. Our main telephone number is (720) 875-4000. 

The Spin Off 

more detailed description of the matters described below. 

Ascent Media Group, Inc., which we refer to as Ascent Media, is a wholly owned subsidiary of 

The following is a brief summary of the terms of the spin off. Please see “‘lhe S p m i i  or a 
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!: what is the spin of? 

L: In the spin of$ LMC will distribute to its shareholders all of the shares of OUI common stock that 
it owns. Following the spin off, we will be a separate company from LMC, and LMC will not have 
any ownership interest in us. I h e  number of shares of LMC common stock you own will not 
change as a result of the spin off. 

I :  what is being disbibuled in ule spin OF 
1: Approximately 268 million shares of our Series A common stock and 12 million shares of our 

Series B wmmon stock will he distributed in the spin off, based upon the number of shares of 
LMC Series A wmmon stock and LMC Series B common stock outstanding on April 29, 2005. 
The shares of our common stock to be distributed by LMC will constitute all of the issued and 
outstanding shares of our common stock immediately after the distribution. 

what is the record &.’E for the spin o#? 
The record date is July 15, 2005, and record ownership will be determined as of 5:00 pm., New 
York City time, on that date. When we refer to the “record date,” we are referring lo the 
foregoing time and date. 

what will I receive in the spin og? 

Holders of LMC Series A common stock will receive a dividend of 0.10 of a share of our Series A 
wmmon stock for each share of LMC Series A common stock held by them on the rewrd date, 
and holden of LMC Series B common stock will receive a dividend of 0.10 of a share of OUI 
Series B wmmon stock for every share of LMC Series B common stock held by them on the 
record date. At the time of the spin off, each share of our Series A common stock and our 
Series B common stock will have attached to it one preferred share purchase right of the 
corresponding series, as more fully described in this information statement. See “Description of 
Our Capital Stock-Shareholder Rights Plan.” 

Q: W7ml is the reason for the spin og? 
A The potential benefits considered hy LMC‘s hoard of directors in making the determination to 

wnsummate the spin off included the following: - enhancing the abiliiy of LMC to issue equity and equity-linked securities, by reducing the 

2: 
k 

2: 
k 

perceived discount from net asset value reflected in the trading prices of LMC‘s common stock; 
and 

* enabling investors to invest more directly in OUI interest in Discovery, thereby facilitating OUT 

See “The Spin Off-Reasons for the Spin Off.” 

Q: what do I have W do to parficipole in the spin og? 

A Nothing. Shareholders of LMC on the record date for the spin off are not required to pay any 
cash or deliver any other consideration, including any shares of LMC common stock for the shares 
of our common stock distributable to them in the spin off. 

Q: How will LMC dimihule shares of Discovery Holding common suck W me? 
A Holders oishares or-- 

the same series of our common stock in the same form, certificated or book entry, as the form in 
which the recipient shareholder held its shares of LMC common stock on the record date. 

ability to raise capilal and pursue acquisitions using our securities as consideration. 
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!: rZ I sell, before the distribution &e, shares of LMC cornon slock lhot I held on fhe record ai&, am I 
dill entitled to receive shares of Discovery Holding common sfock dislributnble with respecf to the shores 
of LMC common siock I sold? 

k No. No exdividend market will be established in LMC common stock until the distriiution date. 
Therefore, if you own shares of either series of LMC common stock on the record date and 
thereafter sell those shares prior to the distribution date, yon will also be selling the shares of our 
common stock that would have been distributed to you in the spin off with respect to the shares of 
LMC common stock you sell. 

2: How will fractional shares be f r e e d  in Ihe spin og? 

4: If yon would be entitled to receive a fractional share of our common stock in the spin off, you will 
instead receive a cash payment See “The Spin Off-Treatment of Fractional Shares” for an 
explanation of how the cash payments will be determined. 

what is the dislriburion d e  for Ule spin og? 

Shares of our common stock will be distributed by the distribution agent, on behalf of LMC on or 
a b u t  July 21, 2005. 

Q: what are the federal income tax consequences lo me of fhe spin og? 

A: LMC has obtained a private letter ruling from the IRS to the effect that the spin off will qualify as 
a taK-free transaction under Sections 355 and 368(a)(l)(D) of the Internal Revenue Code and that, 
accordingly, for U.S. federal income tax purposes, no gain or loss will be recognized by, and no 
amount will be included in the income of, a holder of LMC common stock upon the receipt of 
shares of our common stock pursuant to the spin off. In addition, the spin off is conditioned upon 
the receipt by LMC of the opinion of Skadden, Arps, Slate, Meagher & Flom LLP, to similar 
effect. A holder of LMC common stock will generally recognize gain or loss with respect to cash 
received in lieu of a fractional share of our common stock. 

Please see “The Spin Off-Material US. Federal Inwme X u  Consequences of the Spin Off and 
“Risk FactorsFactors Relating to the Spin Off-The spin off wuld result in significant tax 
liability” for more information regarding the private letter ruling and the tan opinion and the 
potential tax consequences to you of the spin off. 

Q: Does Discovery Holding inlend lo pay cash dividends? 

A: No. We currently intend to retain future earnings, if any, to finance the expansion of our 
businesses. As a result, we do not expect to pay any cash dividends in the foreseeable future. All 
decisions regarding the payment of dividends by our company will be made by our board of 
directors, from time to time, in accordance with applicable law. 

Q: Where will Discovery Holding common stock bade? 

A: Currently, there is no public market for our common stock We have applied to list our Series A 
wmmon stock and Series B common stock on the Nasdaq National Market under the symbols 
“ D I S W  and “DISCB,” respectively. 

On July 8, 2005, when-issued trading in our Series A common stock commenced on the OTC 
Bulletin Board under the symbol “DCHAV.” As of the date hereof, there are no plans for our 

t b a s i s ,  however, a when-issued trading market in 
OUT Series B common stock may commence between- 
When-issued trading of our wmmon stock, in the wntext of the spin off, refers to a transaction 
effected before the distribution date and made conditionally because the securities of the spun off 
entity have not yet been distributed. When-issued trades generally settle within two days after the 

Q: 
A: 
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distribution date. On the distribution date, any when-issued trading in respect of our common 
stock will end and regular way trading will begin. Regular way trading refers to trading after the 
security has been distnbuted and typically involves a wade that settles on the third full trading day 
following the date of the sale transaction. We cannot predict the trading prices for our common 
stock before or after the distribution date. 

?: Do I have appraisal rigftts? 

k No. Holders of LMC common stock are not entitled to appraisal rights in connection with the spin 
Off. 

2: Who is Ihe trans@ agent for your common stock? 
k EquiServe Trust Company, N.A. 

2: 
k EquiServe Trust Company, N.A. 

Summary Selected Financial Data 

condition and results of operations for the three months ended March 31, 2005 and 2004 and for the 
three years ended December 31, 2004. The quarterly information is derived from our unaudited 
condensed combined financial statements, and the annual information is derived from our audited 
combined fmancial statements for the corresponding periods. The data should be read in conjunction 
with our combined financial statements and “ManagernenIs Dircussion and Analysir of Financial 
Condirion and Results of Operanom” included elsewhere herein. 

Who is Ihe distribution ugenf for Ihe spin off? 

The following tables present selected historical information relating to OUT combined financial 

Summary Sratement of Operations Data: 

Operating income (loss). . . . . . . . . . . . . . . . .  $ 2,877 5,914 16,935 (2,404) (61,452) 
Share of earnings (losses) of Discwery . . . . . .  $ 22,814 10,449 84,011 37,271 (32,046) 

Revenue ............................ $174,290 145,943 631,215 506,103 539,333 

Net earnings (loss) .................... $ 16,825 11,920 66,108 (55394) (129,275) 

Summary Balance Sheet Data: 
Investment in Discovery ....................... $2,966,139 2,945,782 2,863,W3 2,816,513 
Property and equipment, net . . . . . . . . . . . . . . . . . . .  $ 261,603 258,741 257,536 300,496 
Intangible assets, net ......................... $2,140,551 2,140,355 2,136,667 2,112,544 
%tal assets ................................ $5,577,710 5,564,828 5,396,627 5,373,15C 

Parent’s investment .......................... $4,360,610 4,347,279 4,260,269 3,617,417 

Debt, including current portion . . . . . . . . . . . . . . . . .  $ - - - 401,984 
Subordinated notes payable to LMC . . . . . . . . . . . . . .  $ - - - 205,299 

Unaudited pro forma basic and diluted net 
earnings (loss) per common sbare(1). . . . . .  $ 0.06 0.04 0.24 (0.19) (0.46) 

280,001,MxJ common shares for the three months ended March 31,2005 and 2004 and 279,996,Doo 
wmmon shares for the years ended December 31, 2004, 2003 and 2002, which is the number of 
shares that would have been issued on March 31, 2005 and December 31, 2004, respectively, if the 
spin off had been completed on such dates. 

( 1 )  Unaudited pro forma basic and diluted net earnings (loss) per common share is based on 

Tbrce mootbs ended 
March 31, Yeam ended Deamkr  31, 

zoo5 2004 ZOOM 2033 uH)2 -- 
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RISK FACTORS 

An investment in our common stock inwlves risk You should car@!& consider the rirkr described 
below, rogeiher wizh all of the other informarion included in this information statement in evaluating o w  
company and our common stock Any of rhe following risks, $realize& could have a material adverse effecr 
on the value of ow common stock 

Factors Relating to our Business 

service ourJiriancinl obligorions or meef our other commibnm. 
obligations and other contractual commitments depends upon OUT ability to access cash. We are a 
holding company, and our sources of cash include our available cash balances, net cash from the 
operating activities of our subsidiaries, any dividends and interest we may receive from our investments, 
availability under any credit facilities that we may obtain in the future and proceeds from any asset 
sales we may undertake in the future. We currently have no plans with respect to any credit facilities or 
asset sales. The ability of OUT operating subsidiaries to pay dividends or to make other payments or 
advances to us depends on their individual operating results and any statutory, regulatory or contractual 
restrictions to which they may be or may become subject, 

We do mf have access fo fhe cash thd Discovery generafzsfrom its operafing acfivities. Discovery 
generated approximately $125 million, $154 million and $139 million of cash from its operations during 
the years ended December 31, 2004, 2003 and 2002, respectively. Discovery uses the cash it generates 
from its operations to fund its investing activities and to service its debt and other financing obligations. 
We do not have access to the cash that Discovery generates unless Discovery declares a dividend on its 
capital stock payable in cash, redeems any or all of its outstanding shares of capital stock for cash or 
otherwise distributes or makes payments to its stockholders, including us. Historically, Discoveiy has 
not paid any dividends on its capital stock or, with limited exceptions, otherwise distributed cash to its 
stockholders and instead has used all of its available cash in the expansion of its business and to service 
its debt obligations. Covenants in Discovery's existing debt instruments also restrict the payment of 
dividends and cash distributions to stockholders. We expect that Discovery will continue to apply its 
available cash to the expansion of its business. We do not have sufficient voting control to cause 
DiscoveIy to pay dividends or make other payments or advances to its stockholders, or othenuise 
provide us access to Discovely's cash. 

We have no operatkg hisfory as a sepamie company upon which you can evoluole our performance. 
Although our subsidiary Ascent Media was a separate public company prior to June 2003 (when LMC 
acquired the outstanding shares of Ascent Media that it did not already own), we do not have an 
operating history as a separate public company. Accordingly, there can be no assurance that OUT 

business strategy will be successful on a long-term basis. We may not be able to grow our businesses as 
planned and may not be profitable. 

Our hisforicdfinancinl informalion moy not be represenfnfive of our resulrs as a separafe company. 
The historical financial information included in this information statement may not necessarily reflect 
what our results of operations, fmancial condition and cash flows would have been had we been a 
separate, stand-alone entity pursuing independent strategies during the periods presented. 

mnmr fhl  is favorable Lo us. Discovery is managed by its stockholders rather than a board of 
directors. Generally, all actions lo be taken by Discovery reqlure the approval of me hotders of a 
majority of Discovery's shares; however, pursuant to a Stockholders' Agreement described below, the 
taking of certain actions (including, among other things, a merger of Discovery, or the issuance of 
additional shares of Discovery capital stock or approval of annual business plans) require the approval 

We are a W i n g  company, M d  we could be unable in the f u m e  fo obroin cash in anwunfs suficienf to 
Our ability to meet our financial 

We do not hove fhe rigu fo nuanage Discovery, which m e m  we c a m f  cause Discovery fo operole in a 
__ 
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of the holders of at least 80% of Discovery’s shares. Because we do not own a majority of the 
outstanding equity interests of Discovery, we do not have the right to manage the businesses or affairs 
of Discovery. Although our status as a 50% stockholder of Discovery enables us to exercise intluence 
over the management and policies of Discovery, such status does not enable us to cause any actions to 
be taken. A subsidiary of Cox Communications, which we refer to as Cox Communications, and 
AdvanceiNewhouse Programming Partnership, which we refer to as MvancelNewhouse, each hold a 
25% interest in Discovery, which ownership interest enables each such wmpany to prevent Discovery 
from taking actions requiring 80% approval. 

Actions to be taken by Discovery that require the approval of a majority of Discovery’s shares may, 
under certain circumstances, result in a deadlock. Because we own a 50% interest in Discovery and 
each of Cox Communications and AdvancelNewhouse own a 25% interest in Diswvery, a deadlock may 
occur when the stockholders vote to approve an action that requires majority approval. Accordingly, 
unless either Cox Communications or MvanceiNewhouse elects to vote with us on items that require 
majority action, such actions may not be taken. Pursuant to the terms of the Stockholders’ Agreement, 
if an action that requires approval hy a majority of Discovery’s shares is approved hy 50%. but not 
more than 50%, of the outstanding shares then the proposed action will be submitted to an arbitrator 
designated by the stockholders. Currently, the arbitrator is John Hendricks, the founder and Chairman 
of Discwery. MI. Hendricb, as arbitrator, is entitled to cast the deciding vote on matters where the 
stockholders have deadlocked because neither side has a majority. Mr. Hendricks, however, is not 
obligated to take action to break such a deadlock. In addition, MI. Hendricks may elect to approve 
actions we have opposed, if such a deadlock exists. In  the event of a dispute among the stockholders of 
Discovery, the possibility of such a deadlock could have a material adverse effect on Discovery‘s 
business. 

The liquid@ and value of ow i&r& in Dkcwery may be adversely afecled by a Slockhdders’ 
Agreement to which we are a party. Our 50% interest in Discovery is subject to the terms of a 
Stockholders’ Agreement among the holders of Discovery capital stock. Among other thing?., the 
Stockholders’ Agreement restricts our ability to directly sell or transfer our interest in Diswvery or to 
borrow against its value. These restrictions impair the liquidity of our interest in Discovery and may 
make it difficult for us to obtain full value for our interest in Discovery should such a need arise. In 
the event we chose to sell all or a portion of our direct interest in Discovery. we would first have to 
obtain an offer from an unaffiliated third party and then offer to sell such interest to Cox 
Communications and AdvanceiNewhouse on substantially the same terms as the third party had agreed 
to pay. 

If either Cox Communications or Advancemewhouse decided to sell their respective interests in 
Discovery, then the other of such two stockholders would have a right to acquire such interests on the 
terms set by a third party oCfer obtained by the selling stockholder. If the non-selling stockholder elects 
not to exercise this acquisition right, then, subject to the terms of the Stockholders’ Agreement, we 
would have the opportunity to acquire such interests on the terms set by a third party offer obtained by 
the selling stockholder. We anticipate that the purchase price to acquire the interests held by Cox 
Communications or Advancemewhouse would be signircant and could require us to obtain significant 
funding in order to raise sufficient funds to purchase one or both of their interests. This opportunity to 
purchase the Discovery interests held by Cox Communications and/or Advanceflewhouse may arise (if 
at all) at a time when it would be difficult for us to raise the funds necessary to purchase such 
interests. 

regarding the acqnisition of their interests in Discovery, including a potential exchange of their 
Discovery interests for shares of our common stock The discussions, which were preliminary in nature, 
did not result in any agreement, arrangement or understanding regarding such a transaction. Prior to 
the spin off, LMC and OUT company elected to terminate such dixussions and there are no current 

L K  h 
. .  as haa a k m p -  
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plans to resume such discussions. We do not have the ability to require Cox Communications or 
AdvancePIewhouse to sell their interests in Discovery to us, nor do they have the ability to require us 
to sell our interest to them. Accordingly, the current governance relationships affecting Discovery may 
continue indefinitely. 

Because we do MI control the business ma~~~gemenl  praCnces of Discovery, we rely on Discovery for the 
jinnncial infonnatwn thai we use in accoum’ng for ow ownership inlerest in Discovery. We account for 
our 50% ownership interest in Discovery using the equity method of accounting and, accordingly, in 
our hancial  statements we record our share of Discovery’s net income or loss. Because we do not 
control Discovery‘s decision-making process or business management practices, within the meaning of 
US. accounting rules, we rely on Discovery to provide us with financial information prepared in 
accordance with generally accepted accounting principles, which we use in the application of the equity 
method. We have entered into an agreement with Discovery regarding the use by us of certain 
information regarding Discovery in connection with our financial reporting and disclosure requirements 
as a public company. See “Certain Inter-Company Agreements-Information Agreement with 
Discovery.” However, such agreement limits the public disclosure by us of certain non-public 
information regarding Discovery (other than specified historical fmancial information), and also 
restricts our ability to enforce the agreement against Discovery with a lawsuit seeking monetary 
damages, in the absence of gross negligence, reckless conduct or willful misconduct on the part of 
Discovery. In addition, we cannot change the way in which Discovery reports its financial results or 
require Discovery to change its internal controls over financial reporting. 

We cannot be certain thal we wiU be successful in integrofing businesses we may acquire with ow &ling 
brm’nesses. 
businesses may present significant challenges, including: realizing economies of scale in programming 
and network operations; eliminating duplicative overheads; and integrating networks, fmancial sytems 
and operational systems. We cannot assure you that, with respect to any acquisition, we will realize 
anticipated benefits or successfully integrate any acquired business with our existing operations. In 
addition, while we intend lo implement appropriate controls and procedures as we integrate acquired 
companies, we may not be able to certify as to the effectiveness of these companies’ disclosure controls 
and procedures or internal control over financial reporting (as required by recent amendments to US.  
federal securities laws and regulations) until we have fully integrated them. 

have the power to cause Discovery to acquire any particular business or asset The management of 
Discovery has responsibility for integrating the operations of any acquired businesses and establishing 
internal control over financial reporting and for other purposes, and we do not have the power to 
mandate that Discovery follow the same procedures and internal controls that we require of our 
subsidiaries. 

Our businesses may grow through acquisitions in selected markets. Integration of new 

Acquisitions to be made by Discovery will require our approval; however, we do not unilaterally 

A Ioss of any of Ascenl Media’s large cuslomers would reduce OUI revenu. Although Ascent Media 
selviced over 4,000 customes during the year ended December 31, 2004, its ten largest customers 
accounted for approximately 45% percent of its consolidated revenue and Ascent Media’s single largest 
customer accounted for approximately 1% percent of its consolidated revenue during that period. The 
loss of, and the failure to replace, any significant portion of the services provided to any significant 
customer could have a material adverse effect on the business of Ascent Media. 

Ascent Media’s business depends on cerfain cIie~U indudries. Ascent Media derives much of its . .  . .  . .  
-MServlceS p p  

data transmission industry. Fundamental changes in the business practices of any of these client 
industries could cause a material reduction in demand by Ascent Media’s clients for the services 
offered by Ascent Media. Ascent Media’s business benefits from the volume of content being created 
and distributed rather than the success or popularity (h itself) of an individual television show, 
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commercial or feature film. Accordingly, a decrease in either the supply of, or demand for, original 
entertainment content would have a material adverse effect on Ascent Media’s results of operations. 
Because spending for television advertising drives the production of new television programming, as 
well as the production of television commercials and the sale of existing content libraries for 
syndication, a reduction in television advertising spending would adversely affect Ascent Media’s 
business. Factors that could impact television advertising and the general demand for original 
entertainment content include the growing use of personal video recorders and video-ondemand 
services, continued fragmentation of and competition for the attention of television audiences, and 
general economic conditions. 

post-production industry is characterized by technological change, evolving Customer needs and 
emerging technical standards, and the data transmission industry is currently saturated with companies 
providing services similar to Ascent Media’s. Obtaining access to any new technologies that may be 
developed in Ascent Media’s industries will require capital expenditures, which may be significant and 
may have to be incurred in advance of any revenue that may be generated by such new technologies. In 
addition, the use of some technologies may require third party licenses, which may not be available on 
commercially reasonable terms. Although we believe that Ascent Media will be able to continue to 
offer services based on the newest technologies, we cannot assure you that Ascent Media will be able 
to obtain any of these technologies, that Ascent Media will be able to effectively implement these 
technologies on a cost-effective or timely basis or that such technologies will not render obsolete 
Ascent Media’s role as a provider of motion picture and television production services. If Ascent 
Media’s competitors in the data transmission industry have technology that enables them to provide 
services that are more reliable, faster, less expensive, reach more customers or have other advantages 
over the data transmission services Ascent Media provides, then the demand for Ascent Media’s data 
transmission services may decrease. 

Ethnology in the video, telecommunications and data services industry is changing rapidly. 
Advances in technologies such as personal video recorders and video-on-demand and changes in 
television viewing habits facilitated by these or other technologies could have an adverse effect on 
Discwery’s advertising revenue and viewership levels. The ability to anticipate changes in, and adapt to, 
changes in technology and consumer tastes on a timely basis and exploit new sources of revenue from 
these changes will affect the ability of Discovery to continue to grow, increase its revenue and number 
of subscribers and remain competitive. 

The cost of producing and distributing entertainment 
programming has increased substantially in recent years due to, among other things, the increasing 
demands of creative talent and industry-wide collective bargaining agreements. 

Ascent Media employs approximately 3,800 persons, some on a project-by-project basis. 
Approximately 310 of Ascent Media’s creative and technical personnel in the United States are subject 
to one of five collective bargaining agreements with the International Alliance of Theatrical Stage 
Employees, although the number of personnel subject to such agreements varies from time to time for 
specific client projects. Three of these agreements are due to be renegotiated in the near future, a 
fourth is finalized and in draft form waiting final execution by both parties and the remaining 
agreement, which covers a majority of Ascent Media’s union employees is due to expire in 
January 2037. Additionally, approximately 40 members of the Broadcasting Entertainment 
Ciematomaph and Theatre Union are currently employed at various facilities of Ascent Media in the 
United Kingdom, although the collective bargaming agre--E 
expired. An Ascent Media subsidiary is also a signatory to an agreement with the Screen Actors Guild, 
which governs employment terms for voice-over performers that may be hired by the wmpany from 
time to time for specific client projects. Ascent Media has not bad any strikes or significant work 
stoppages in over five years and generally believes that its relations with union and non-union 

Changai in fechnobgp may limit fhe compfifiveness of and &mad for our services. The 

A Idor dispule may disrupt our business. 
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employees are excellent. However, if Ascent Media is unable to renegotiate its existing andior expired 
collective bargaining agreements, it is possible that the affected union could rake action in the form of 
a strike or work stoppage. It is likely that any such action would disrupt production at the particular 
facilities where members of such union work however, Ascent Media does not believe that any such 
disruption would have a material adverse effect on its business. 

on its business. An industry-wide strike or other job action by or  affecting the Writers Guild, Screen 
Actors Guild or other major entertainment industry union could reduce the supply of original 
entertainment content, which would in turn, reduce the demand for Ascent Media’s services. Ascent 
Media’s Creative Sexvices Group experienced volatility in its worMlow from the combined effects of the 
Screen Actors Guild strike in 2ooo and the threatened Writers Guild strike in 2001. 

Discovery airs certain entertainment programs that are dependent on specific on-air talent, and 
Discovery‘s ability to continue to produce these series is dependent on keeping that on-air talent under 
contract. 

Some 

A significant labor dispute in Ascent Media’s client industries could have a material adverse effect 

Risk of lossfrom e a r f h q h s  or other catadrophic events could disrupt Ascenl Media’s business. 
of Ascent Media’s specially equipped and acoustically designed facilities are located in Southern 
California, a region known for seismic activity. Due to the extensive amount of specialized equipment 
incorporated into the specially designed recording and scoring stages, editorial suites, mixing roams and 
other post-production facilities, Ascent Media’s operations in this region may not he able to he 
temporarily relocated to mitigate the occurrence of a catastrophic event. Ascent Media carries 
insurance for property loss and business interruption resulting from such events, including earthquake 
insurance, subject to deductihles, and has facilities in other geographic locations. Although we believe 
Ascent Media has adequate insurance coverage relating to damage to its property and the temporary 
disruption of its business from casualties, and that it could provide services at other geographic 
locations, there can he no assurance that such insurance and other facilities would be sufficient to cover 
all of Ascent Media’s costs or damages or Ascent Media’s loss of income resulting from its inability to 
provide services in Southern California for an extended period of time. 

from the sale of advertising time on its network and web sites. Discovery‘s advertising revenue is 
affected by newer demographics, viewer ratings and market conditions for advertising. The overall 
cable and broadcast television industry is facing several issues with regard to its advertising revenue, 
including (1) audience fragmentation caused by the proliferation of other television networks, 
video-on-demand offerings from cable and satellite companies and broadband content offering, (2) the 
deployment of digital video recording devices (DVRs), allowing consumers to time shift programming 
and skip or fast-forward through advertisements and (3) consolidation within the advertising industry, 
shifting more leverage to the bigger agencies and buying groups. Expenditures by advertisers tend to he 
cyclical, reflecting overall economic conditions as well as budgeting and buying pallerns. A decline in 
the economic prospects of advertisers or the economy in general could alter current or prospective 
advertisers’ spending priorities. In addition, the public’s reception toward programs or programming 
genres can decline. An adverse change in any of these factors could have a negative effect on 
Discovery‘s revenues in any given period Ascent Media’s business is also dependent in part on the 
advertising industry, as a significant portion of AScent Media’s revenue is derived from the sale of 
sewices to agencies andlor the producers of television advertising. 

d%tdife 
rlitribulurs on occeptnbk f e r n .  
per-subscriber license fees paid by cable operators, direct-to-home (DTH) satellite television operators 
and other channel distributors. Discovety‘s f i e  core networks, Discovery Channel, TLG Animal Planet, 
Travel Channel and Discovery Health, and the other networks in which Discovery has an ownership 

Discovery is dependent upon advertising revenue. Discovery earns a substantial portion of its revenue 

Discovery earns a substantial portion of its revenue from 
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interest, maintain affiliation arrangements that enable them to reach a large percentage of cable and 
direct broadcast satellite households across the United States, Asia, Europe and Latin America. These 
arrangements are generally long-term arrangements ranging from 3 to 10 years. These affiliation 
arrangements usually provide for payment to Discovery based on the numbers of subscniers that 
receive the Discovery networks. Discovery’s core networks depend on achieving and maintaining 
carriage within the most widely distributed cable programming tiers to maximize their subscriber base 
and revenue. The loss of a significant number of affiliation arrangements on basic programming tiers 
could reduce the distribution of Discovely‘s networks, thereby adversely affecting such networks’ 
revenue from per-subscriber fees and their ability to sell advertising or the rates they are able to charge 
for such advertising. Those Discovery networks that are carried on digital tiers are dependent upon the 
continued upgrade of cable systems to digital capability and the public‘s continuing acceptance of, and 
willingness to pay for upgrades to, digital cable, as well as Discovery’s ability to negotiate favorable 
carriage agreements on widely accepted digital tiers. 

Our busimsses are subjecl to risks of adverse government reguhIion. Programming services, satellite 
carriers, television stations, Internet and data transmission companies are subject to varying degrees of 
regulation in the United States by the Federal Communications Commission and other entities and in 
foreign countries by similar entities. Such regulation and legislation are subject to the political process 
and have been in constant flux over the past decade. Moreover, substantially every foreign country in 
which our subsidiaries or business affiliates have, or may in the future make, an investment regulates, 
in varying degrees, the distribution, content and ownership of programming services and foreign 
investment in programming companies. Further material changes in the law and regulatory 
requirements must be anticipated, and there can be no assurance that our business and the business of 
our affiliates will not be adversely affected by future legislation, new regulation or deregulation. 

authorizations and registrations from the FCC required for the conduct of its network services business, 
including earth station and various classes of wireless licenses and an authorization to provide certain 
services. Most of the FCC licenses held by Ascent Media are for transmitlreceive earth stations, which 
cannot be operated without individual licenses. The licenses for these stations are granted for a period 
of fifteen years and, while the FCC generally renews licenses for satellite earth stations routinely, there 
can be no assurance that Ascent Media’s licenses will be renewed at their expiration dates. Registration 
with the FCC, rather than licensing, is required for receiving transmissions from domestic satellites 
from points within the United States. Ascent Media relies on third party licenses or authorizations 
when it transmits domestic satellite traltic through earth stations operated by third parties. Our failure, 
and the failure of third parties, to obtain renewals of such FCC licenses could disrupt the network 
services segment of Ascent Media and have a material adverse effect on Ascent Media. Further 
material changes in the law and regnlatory requirements must be anticipated, and there can be no 
assurance that our businesses will not he adversely affected by future legislation, new regulation, 
deregulation or court decisions. 

Our bwkesses opeme in an increasing& competitive market, and there is a risk tfml our businesses 
may not be able lo efectively corn* with other providers in the future. The entertainment and media 
services and programming businesses in which we compete are highly competitive and service-oriented. 
Ascent Media has few long-term or exclusive service agreements with its creative services and media 
management services customers. Business generation in these groups is based primarily on customer 
satisfaction with reliability, timeliness, quality and price. The major motion picture studios, which are 

Century Fox, Universal Pictures The Walt Disney Company, Metro-Golduyn-Mayer and Warner 
Brothers, have the capability to perform similar services in-house. These studios also have substantially 
greater Gnancial resources than Ascent Media’s, and in wme cases significant marketing advantages. 
Thus, depending on the in-house capacity available to =me of these studios, a studio may be not only 

Failure to &lain renewal of FCC licenses c o d  disrupt our business. Ascent Media holds licenses, 

1 
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a customer but also a competitor. There are also numerous independent providers of services similar to 
Ascent Media's. Thomson, a French corporation, is also a major competitor of Ascent Media, 
particularly under its Technicolor brand. We also actively compete with certain industry participants that 
have a unique operating niche or specialty business. If there were a signifcant decline in the number of 
motion pictures or the amount of original television programming produced, or if the studios or Ascent 
Media's other clients either established in-house post-production facilities or significantly expanded 
their in-house capabilities, Ascent Media's operations could be materialiy and adversely affected. 

Discovery is p r i m a  an entertainment and programming company that competes with other 
programming networks for viewers in general, as well as for viewers in special interest groups and 
specific demographic categories. In order to compete for these viewers, Discovery must obtain a regular 
supply of high quality category-specific programming. 'Ib the extent Discovery seeks thud party 
suppliers of such programming, it competes with other cable and broadcast television networks for 
programming. The expanded availability of digital cable television and the introduction of 
direct-to-home satellite distribution has greatly increased the amount of channel capacity available for 
new programming networks, resulting in the launch of a number of new programming networks by 
Discovery and its competitors. This increase in channel capacity has also made competitive niche 
programming networks viable, because such networks do not need to reach the broadest possible group 
of viewers in order to be moderately successful. 

Discovery's program offerings must also compete for viewers and advertisers with other 
entertainment media, such as home video, online activities and movies. Increasing audience 
fragmentation could have an adverse effect on Discovery's advertising and subscription revenue. In 
addition, the cable television and direct-to-home satellite industries have been undergoing a period of 
consolidation. As a result, the number of potential buyers of the programming services offered by 
Discovery is decreasing. In this more concentrated market, there can be no assurance that Discovery 
will be able to obtain or maintain carriage of its programming services by distributors on commercially 
reasonable terms or at all. 

Factors Relating to the Spin Off 

expenses greater than those we currently incur as a result of our separation from LMC. These 
increased costs and expenses may arise from various factors, including financial reporting, costs 
associated with complying with the federal securities laws (including compliance with the Sarbanes- 
Oxley Act of 2002), tax administration and human resources related functions. Although LMC will 
continue to provide many of these services for us under the services agreement, we Cannot assure you 
that the services agreement will continue or that these costs will not be material to our business. 

Prior to the spin 08 we haw been operated (IS part of LMC and nof (IS an independent company and we 
may be unable to make, on a firmly or cost-effecfive basis, fhe changes necessary 10 operate as an independem 
company. Prior to the spin DE, our business was operated by LMC as pari of its broader corporate 
organization, rather than as an independent company. LMC's senior management oversaw the strategic 
direction of our businesses and LMC performed various corporate functions for us, including, but not 
limited to: 

We may incur maferial costs (IS a res& of our separalion from LMC. We may incur costs and 

- selected human resources related functions; - tax administration; 

* selected legal functions (including compliance with the Sarbanes-Oxley Act of 2002), as wen as 
external reporting; - treasury administration, investor relations, internal audit and insurance functions; and 

__ 
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- selected information technology and telecommunications services. 

Following the spin off, neither LMC nor any of its aBliates will have any obligation to provide 
these functions to us other than those services that will be provided by LMC pursuant to the services 
agreement between us and LMC. See “Certain Inter-Company ArrangementsAgreements with 
LMC-Services Agreement.” If, once our services agreement terminates, we do not have in place our 
own systems and business functions, we do not have agreements with other providers of these services 
or we are not able to make these changes cost effectively, we may not be able to operate our business 
effectively and our profitability may decline. If LMC does not continue to perform effectively the 
services that are called for under the services agreement, we may not be able to operate our business 
effectively after the spin off. 

We will have pk?ntiol conflicts of inlerest wilh LMC M d  Liberty Global, Inc. nfler the spin 0 8  We 
have overlapping directors and management with LMC and Liberiy GlobaL Inc., which may !end fo 
conflicting interests. At the time of the spin off, six of our executive officers will continue to serve as 
executive officers of LMC and one of our executive officers will continue to serve as an executive 
officer of Liberty Global, Inc., or LGI. LFI  is an independent, publicly traded company, which was 
formed in connection with the business combination between UnitedGlobalCom, Inc. and Liberty 
Media International, Inc., or LMI. All of the shares of LMI were distributed by LMC to its 
shareholders in June 2cK)4. Our board of directors will include persons who are members of the board 
of directors of LMC and/or LGI. We do not own any interest in LMC or LGI, and to our knowledge 
u j l  does not ow& and immediately following the spin ofE, LMC will not own, any interest in us. The 
executive officers and the members of our board of directors will have fiduciary duties to our 
stockholders. Likewise, any such persons who serve in similar capacities at LMC and/or LGI will have 
fiduciary duties to such company’s stockholders. Therefore, such persons may have conflicts of interest 
or the appearance of conflicts of interest with respect to matters involving or affecting each company. 
For example, there will be the potential for a conflict of interest when we, LMC or LGI look at 
acquisitions and other corporate opportunities that may be suitable for each of us. Moreover, after the 
spin off, most of our directors and officers, will continue to own LMC andlor LGI stock and options to 
purchase LMC and/or LGI stock, which they acquired prior to the spin of€ These ownership interests 
could create, or appear to create, potential conflicts of interest when these individuals are faced with 
decisions that could have different implications for our company and LMC or LGI. On June 1, 2005, 
the board of directors of LMC adopted a policy statement that, subject to certain qualifications, 
including the fiduciary duties of LMC’s board of directors, LMC will use its commercially reasonable 
efforts to make available to us any corporate opportunity relating to the acquisition of all or 
substantially all of the assets of, or equity securities representing “control” (as defined in the policy 
statement) of, any entity whose primary business is the acquisition, creation and/or distribution of 
television programming consisting primarily of science and nature programming for distribution 
primarily in the “basic” service provided by cable and satellite television distributors. ‘Ibis policy 
statement of LMC‘s b a r d  of directors can be amended, modified or rescinded by LMC’s board of 
directors in its sole discretion at any time, and the policy automatically terminates without any further 
action of the board of directors of LMC on the second anniversary of the distribution date. From time 
to time, LMC or LGI or their respective affiliates may enter into transactions with us or  our 
subsidiaries or other affiliates. Although the terms of any such transactions will be established based 
upon negotiations between employees of the companies involved, there can be no assurance that the 
terms of any such transactions will be as favorable to us or our subsidiaries or affiliates as would be the 
case where the parties are completely at arms’ length. 

We have entered 
into agreements with LMC pursuant to which LMC will provide to us certain management, 
administrative, financial, treasury, acoounting, tax, legal and other services, for which we will reimburse 
LMC on a wst  basis. In addition, we have entered into a number of inter-company agreements 

Ow inter-company agreements were negotiated when we were n subsidiary of LMC. 
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covering matters such as tax sharing and our responsibility for certain liabilities previously undertaken 
by LMC for certain of our businesses. The terms of these agreements were established while we were a 
wholly owned subsidialy of LMC, and hence were not the result of arms’ length negotiations. However, 
we and LMC believe that such terms are commercially reasonable and fair to both parties under the 
circumstances Nevertheless, conflicts could arise in the interpretation or any edension or renegotiation 
of the foregoing agreements after the spin off. See “Certain Inter-Company Agreements.” 

G I  owns interests in, various US. and international programming companies that have subsidiaries or 
controlled affiiates that own or operate domestic or foreign programming services that may compete 
with the programming senices offered by our businesses. We will have no rights in respect of US. or 
international programming opportunities developed by or presented to the subsidiaries or controlled 
dfliates of LMC or LGI, and the pursuit of these opportunities by such subsidiaries or affiliates may 
adversely affect the interests of our company and its shareholders, In addition, a subsidiary of LGI 
operates a playout facility that competes with Ascent Media’s London playout facility, and it is likely 
that other competitive situations will arise in the future. Because we, LMC and LGI have some 
overlapping directors and officers, the pursuit of these opportunities may serve to intensify the conflicts 
of interest or appearance of colonoicts of interest faced by our respective management teams. Our 
restated certificate of incorporation provides that no director or officer of ours will be liable to us or 
our stockholders for breach of any fduciaq duty by reason of the fact that any such individual directs a 
corporate opportuNty to another person or entity (including LMI and LGI) instead of us, or does not 
refer or communicate information regarding such corporate opportunity to us, unless (x) such 
opportunity was expressly offered to such person solely in his or her capacity as a director or officer of 
our company or as a director or officer of any of our subsidiaries, and (y) such opportuniy relates to a 
line of business in which our company or any of our subsidiaries is then directly engaged. See 
“Description of Our Capital S t o c k 4 r p o r a t e  Opportunities.” 

LMC has obtained a private letter ruling from 
the IRS to the effect thaf among other things, the spin off will qualify as a tax-free distribution for 
US. federal income tax purposes under Sections 355 and 368(a)(l)(D) of the Internal Revenue Code 
of 1986, as amended (the Code), and the transfer to us of assets and the assumption by us of liab 
in connection with the spin off will not result in the recognition of any gain or loss for U.S. federal 
income tax purposes to LMC. In addition, the spin off is conditioned upon the receipt by LMC of the 
opinion of Skidden, Arps, Slate, Meagher & Flom LLP to the effect that, among other things, the spin 
off will qualify as a tax-free transaction to LMC‘s shareholders and to LMC for US. federal income tax 
purposes under Sections 355 and 36S(a)(l)(D) of the Code. See “The Spin Off-Material U.S. Federal 
Income Tax Consequences of the Spin Off.” 

Although the private letler ruling relating to the qualification of the spin off under Sections 355 
and 368(a)(l)(D) of the Code is generally binding on the IRS, the continuing validity of such ruling 
will be subject to the accuracy of factual representations and assumptions made in the ruling request. 
Also, as part of the IRS‘s general policy with respect to rulings on spin off transactions under 
Section 355 of the Code, the private letter ruling obtained by LMC is not based upon a determination 
by the IRS that certain conditions which are necessary to obtain tax-free treatment under Section 355 
of the Code have been satisfied. Rather, such private letler ruling is based upon representations by 
LMC that these conditions have been satisfied, and any inaccuracy in such representations could 
invalidate the ruling. As a result of this IRS policy, LMC has made it a condition to the spin off that 
1 Mr-ed above. The opinion will be based upon various factual 
representations and assumptions, as well as certain undertahgs made by LMC and us. If any of those 
factual representations or assumptions were untrue or incomplete in any material respect, any 
undertaking was not complied with, o r  the facts upon w7hich the opinion is based were materially 
different from the facts at the time of the spin off, the spin off may not qualify for tax-free treatment. 

We and LMC or LGI moy compete for business opportuniries. LMC will retain its interests in, and 

The spin off could res& in si@$icnt far Wilily. 

. .  
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Opinions of counsel are not binding on the IRS. As a result, the conclusions expressed in the opinion 
of counsel could be challenged by the IRS, and if the IRS prevails in such challenge, the tax 
consequences to you could be materially less favorable. See “The Spin Off-Material US. Federal 
Income k Consequences of the Spin Off for more information regarding the private letter ruling 
and the tax opinion. 

in general, LMC would be subject to tax as if it had sold the common stock of our company in a 
taxable sale for its fair market value. LMC‘s shareholders would be subject to tax as if they had 
received a taxable distribution equal to the fair market value of our common stock that was distributed 
to them. It is eiTected that the amount of any such taxes to LMC‘s shareholders and LMC would be 
substantial. See “The Spin Off-Material US. Federal Income Et Consequences of the Spin Off.” 

If the spin off does not qualify for tax-free treatment for US. federal income tax purposes, then, 

A pde& indemnify liability to LMC ;f Ihp spin 08 is treated 11s a &uble transaction muLI mteridly  
adversely affect ow company. In the tax sharing agreement with LMC, we have agreed to indemnify 
LMC and its subsidiaries, and their respective officers and directors, for any loss, including any 
adjustment to taxes of LMC, resulting from (1) any action or failure Io act by us or any of our 
subsidiaries following the completion of the spin off that would be inconsistent with or prohibit the spin 
off  from qualifying as a tax-free transaction to LMC and to yon under Sections 355 and 368(a)(l)(D) 
of the Code, (2) any agreement, understanding, arrangement or substantial negotiations entered into by 
us or any of our subsidiaries prior to the day after the first anniversary of the distnbution date, with 
respect to any transaction pursuant to which any of Cox Communications, AdvanceNewhouse or 
certain persons related to Cox Communications or AdvancelNewhouse would acquire shares of, or 
other interests (including options) in our capital stock or (3) any action or failure to act by us or auy of 
our subsidiaries following the completion of the spin off that would be inconsistent with, or othenvise 
cause any person to be in breach of, any representation or covenant made in connection with the tax 
opinion delivered to LMC by Skadden, Arps, Slate, Meagher & Flom LLP or the private letter ruling 
obtained by LMC from the IRS, in each case relating to, among other things, the qualification of the 
spin off as a tax-free transaction described under Sections 355 and 368(a)(l)(D) of the Code. For a 
more detailed discussion, see “Certain Inter-Company AgreementsAgreements with LMC-Tax 
Sharing Agreement.’’ Our indemnification obligations to LMC and its subsidiaries, officers and 
directors are not limited in amount or subject to any cap. If we are required to indemnify LMC and its 
subsidiaries and their respective officers and directors under the circumstances set forth in the tax 
sharing agreement, we may be subject to substantial liabilities. 

Factors Relating to our Common Stock and the Securities Market 

foumVing the spin offow stock price may fluctuate significantly. 
trading market will develop or be sustained for OUT common stock after the spin off. Nor can we 
predict the prices at which either series of ow common stock may trade after the spin off. Similarly, we 
cannot predict the effect of the spin off on the trading prices of LMC’s common stock or whether the 
market value of the shares of a series of our common stock and the shares of the same series of LMC‘s 
common stcck held by a shareholder after the spin off will be less than, equal to or greater than the 
market value of the shares of that series of LMC’s common stock held by such shareholder prior to the 
spin off. 

The market price of OUT common stock may fluctuate significantly due to a number of factors, 
some of whch may be beyona our wrm‘0f;nrCtodmg. - actual or anticipated fluctuations in our operating results; - changes in earnings estimated by securities analysts or our ability to meet those estimates; 

We cannot be cerIain thor an active Irading markel will &v&p or be sustained aper the spin OB; and 
We cannot assure you that an active 

_ _  
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* the operating and stock price performance of comparable companies; and - domestic and foreign economic conditions. 

a f&wing Ute spin 08 we are unnble lo s&J3 Ihe requirements of Seclion 404 of the Sarbanes-OxIty 
Ad  qf2002, or our i n l e d  conbol overfinandal reporting is Ms effective, Ihe retiabZily of ourfinancial 
statements m y  be queshned and ow stock price m y  suffm. 
2002 requires any company subject to the reporting requirements of the US. securities laws to do a 
comprehensive evaluation of its and its mnsolidated subsidiaries’ internal control over financial 
reporting. Ib comply with this statute, we will be required to document and test our internal control 
procedures; our management will be required to assess and issue a report concerning our internal 
control over financial reporting; and our independent auditors will be required to issue an opinion on 
management’s assessment of those matters. Our compliance with Section 404 of the Sarbanes-Oxley Act 
will first be tested in connection with the filing of our Annual Report on Form 10-K for the fiscal year 
ending December 31, 2006. The rules governing the standards that must be met for management to 
assess OUI internal control over fmancial reporting are new and complex and require significant 
documentation, testing and possible remediation to meet the detailed standards under the rules. During 
the course of its testing, our management may identify material weaknesses or deficiencies which may 
not be remedied in time to meet the deadline imposed by the Sarbanes-Oxley Act. If our management 
cannot favorably assess the effectiveness of our internal control over financial reporting or our auditors 
identify material weaknesses in our internal control, investor confidence in our financial results may 
weaken, and our stock price may suffer. In addition, our internal controls must necessarily rely in part 
upon the adequacy of Discovery’s internal controls. However, Discovery, as a private company, is not 
subject to the requirements of the Sarbanes-Oxley Act in this regard, and we cannot mntrol, or require 
Dimvely to change, its internal controls. 

It may be dificdt for a third party lo acquire us, wen if doing so may be bemficid 10 our sharehohlers. 

Section 404 of the Sarhanes-Oxley Act of 

Certain provisions of our restated certificate of incorporation and bylaws may discourage, delay or 
prevent a change in control of our company that a shareholder may consider favorable. These 
provisions include the following: 

authorizing a capital structure with multiple series of common stock a Series B that entitles the 
holders to ten votes per share, a Series A that entitles the holders to one vote per share and a 
Series C that, except as otherwise required by applicable law, entitles the holders to no voting 

* authorizing the issuance of “blank check” preferred stock, which could be issued by our board of 

* classifying our board of directors with staggered three-year terms, which may lengthen the time 

* limiting who may call special meetings of shareholders; 

* prohibiting shareholder action by written consent (subject to certain exceptions), thereby 

- establishing advance notice requirements for nominations of candidates for election to our board 

rights; 

directors to increase the number of outstanding shares and thwart a takeover attempt; 

required to gain control of our board of directors; 

requiring shareholder action to be taken at a meeting of the shareholders; 

of directors or for proposing matters that can be acted upon by shareholders at shareholder 
meetings; - requrmg s n a r r !  
by at least 75% of our board of directors with respect to certain exTraordinary matters, such as a 
merger or consolidation of our company, a sale of all or substantially all of our assets or an 
amendment to our restated certificate of incorporation; 
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- requiring the consent of the holders of at least 75% of the outstanding Series B common stock 
(voting as a separate class) to certain share distributions and other corporate actions in which 
the voting power of the Series B common stock would be diluted by, for example, issuing shares 
having multiple wtes per share as a dividend to holders of Series A common stock; and 

the existence of authorized and unissued stock which would allow our board of directors to issue 
shares to persons friendly to current management, thereby protecting the continuity of its 
management, or which could be used to dilute the stock ownership of persons seeking to obtain 
control of US. 

Our board of directors has approsed the adoption of a shareholder rights plan in order lo 
encourage anyone seeking to acquire our company to negotiate with our board of directors prior to 
attempting a takeover. While the plan is designed to guard against coercive or unfair tactin to gain 
control of our company, the plan may have the effect of making more difficult or delaying any attempts 
by others to obtain control of our company. See “Description of Our Capital Stock-Shareholder 
Rights Plan.’’ 

owns shares of LMC common stock representing approximately 29.7% of LMCs voting power. 
Following the consummation of the spin off, Dr. Malone will beneficially own shares of our common 
stock that may represent up to approximately 29.7% of our voting power, based upon his beneficial 
ownership of LMC common stock, as of April 29, 2M)5 (as reflected under “Management-Security 
Ownership of Management” below), and the distribution ratio. By virtue of Dr. Malone’s voting power 
in our company as well as his positions as our Chairman of the Board and Chief Executive Officer, 
Dr. Malone may be deemed to control our operations. In connection with the spin off, Dr. Malone 
agreed, subject to certain exceptions, not to transfer any shares of our Series B common stock that he 
beneficially Owns for a specified period of time after the spin off. See “Management-Lock-Up 
Agreement.” 

direclors or oficers has an adverse eflect on 04 that series of ow common stock. Principles of Delaware 
law and the provisions of our restated certificate of incorporation may protect decisions of our board of 
directors that have a disparate impact upon holders of any single series of om common stock. Under 
Delaware law, the board of directors has a duty to act with due care and in the best interests of all of 
our shareholders, including the holders of all series of our common stock. Principles of Delaware law 
established in cases involving differing treatment of multiple classes or series of stock provide that a 
board of directors owes an equal duty to all common shareholders regardless of class or series and does 
not have separate or additional duties to any group of shareholders. As a result, in some circumstances, 
our directors may be required to make a decision that is adverse to the holders of one series of our 
common stock Under the principles of Delaware law referred to above, you may not be able to 
challenge these decisions if our board of directors is disinterested and adequately informed with respect 
to these decisions and acts in good faith and in the honest belief that it is acting in the best interests of 
all of our shareholders. 

AJ%r the spin OB: we may be conboued by one principal shareholder. John C. Malone beneficially 

Holders of any sin@ series of our common dock may not have m y  remdies if m y  achn by o w  
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CAUTIONARY STATEMENT CONCERNING FORWARD LOOKING STATEMENTS 

This information Statement contains certain forward-looking statements regarding business 
strategies, market potential, future fmancial performance and other matters. In particular, information 
included under “The Spin O f r  “Risk Factors,” “Management’s Discussion and Analysis of Financial 
Condition and Results of Operations” and “Description of our Business” contain forward-looking 
statements. Forward-loo!&g statements inherently involve many risks and uncertainties that could cause 
actual results to differ materially from those projected in these statements. Where, in any forward- 
looking statement, we express an expectation or belief as to future results or events, such expectation 
or belief is expressed in good faith and believed to have a reasonable basis, but there can be no 
assurance that the expectation or belief will result or be achieved or accomplished. In addition to the 
risk factors described herein under the headings “Risk Factors” the following include some but not all 
of the factors tbat could cause actual results or events to differ materially from those anticipated: 

general economic and business conditions and industry trends including the timing of, and 
spending on, feature film and television production; 

* consumer spending levels, including the availability and amount of individual consumer debt; - spending on domestic and foreign television advertising and spending on domestic and foreign 
first run and existing content libraries; 

the regulatoly and competitive environment of the industries in which we, and the entities in 
which we have interests, operate; - continued consolidation of the broadband distribution and movie studio industries; - uncertainties inherent in the dwelopment and integration of new business lines, aqnired 

- changes in the distribution and viewing of television programming, including the expanded 

operations and business strategies; 

deployment of personal video recorders and other technology and their impact on television 
advertising revenue; - rapid technological changes; 

* uncertainties associated with product and service development and market acceptance, including 
the development and provision of programming for new television and telecommunications 
technologies; - future financial performance, including availability, terms and deployment of capital; - fluctuations in foreign currency exchange rates and political unrest in international markets; 

f the ability of suppliers and vendors to deliver products, equipment, software and services; 

* the outcome of any pending or threatened litigation; 

* availability of qualified personnel; 

* the possibility of an industry-wide strike or other job action by or affecting a major 
entertainment industry union; - changes in, or failure or inability to mmply with, government regulations, including regulations 
of the Federal Communications Commission, and adverse outmmes from regulatory 
proceedings; 

- changes in, or failure or inability to mmply with, government regulations, including regulations 
of the Federal Communications Commission, and adverse outmmes from regulatory 
proceedings; 

* changes in the nature of key strategic relationships with partners and joint venturers; 
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- competitor responses to our products and services, and the products and services of the entities 

* threatened terrorist attacks and ongoing military action in the Middle East and other parts of 

These fornard-looking statements and such risks, uncertainties and other factors speak only as of 
the date of this information statement, and we expressly disclaim any obligation or undertaking to 
disseminate any updates or revisions to any fornard-looking statement contained herein, to reflect any 
change in our expectations with regard thereto, or any other change in events, wnditions or 
circumstances on which any such statement is based. Neither the Private Securities Litigation Reform 
Act of 1995 nor Section 21E of the Securities Exchange Act of 1934 provides any protection for 
forward-looking statements made in this information statement. 

in which we have interests; and 

the world. 
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THE SPIN OFF 

Background 

We are currently a wholly owned subsidiary of LMC, and our assets and businesses consist of 
Ascent Media, which is a wholly owned subsidiary of ours, a 50% ownership interest in Discovery and 
$2Ml million in cash. Ascent Media provides creative, media management and network services to the 
media and entertainment industries. Discovety is a global entertainment and media company, which 
produces original programming and acquires content from numerous vendors worldwide. Discovely's 65 
networks of distinctive programming represent 21 entertainment brands including Discovery Channel, 
"LC, Animal Planet, Travel Channel, Discovely Health Channel, Discovery Kids and a family of digital 
channels. 

The board of directors of LMC has determined to separate its interest in Ascent Media and 
Discovery from its other businesses and assets by means of a spin off. lb accomplish the spin off, LMC 
is distributing all of its equity interest in our company, consisting of shares of our Series A common 
stock and our Series B common stock, to LMC's shareholders on a pro rata basis. Following the spin 
off, LMC will cease to own any equity interest in our company, and we will be an independent, publicly 
traded company. No vote of LMC's shareholders is required or being sought in connection with the 
spin off, and LMC's shareholders have no appraisal rights in connection with the spin off. 

Reasons for the Spin Off 

determination to consummate the spin off: 
The board of directors of LMC considered the following potential benefits in making its 

- Enhancing the ability of LMC to issue equify and equity-linked securities, by reducing LMC's holding 
company discount. LMC believes that LMC common stock has been trading at a significant 
discount to the value of LMC's businesses and other assets. Although it is not uncommon for 
the equity of public companies, and in particular holding companies, to trade at a discount to 
their net asset value, based on what each asset might be expected to bring in a private sale, 
LMC believes that, in the case of LMC, this "holding company discount" is excessive. LMC 
believes that the excess discount reflects a perception in the market that the complex ownership 
structures through which it holds many of its businesses and investments, the diversity and 
complexity of those interests and the inability of LMC to exercise mntrol over a portion of its 
assets held in joint ventures or through investments in other publicly traded mmpanies results in 
a lack of financial transparency. We and LMC believe that the spin off will make it easier for 
investors to understand and evaluate the financial performance and businesses of LMC and us, 
and that, following the spin off, the holding company discounts for our company and LMC will 
be less than the holding company discount of LMC prior to the spin off. The anticipated 
reduction in LMC's holding company discount is expected to benefit the businesses of LMC by 
(1) permitting LMC to issue equity and convertible securities on more favorable terms, 
(2) making the stock of LMC a more attractive and efficiently priced acquisition currency and 
(3) increasing the value of equity and equity-linked compensation of the employees and 
management of LMC. 

* Enabling investors to invest more directly in our interest in Discovery, thereby facilitating our ability 
to raise capital and pursue aquiririons using our securities as considerntion. We believe that our 
common stock may appeal to investors who desire a relatively "pure play" investment in the 

programming networks after the spin off (such as Stan Entertainment, Court TV and GSN), its 
largest business segment is expected to be ils Interactive Group, which offers a wide array of 
interactive services, such as electronic retailing and interactive technology services. In addition, 
Discovery's business model, which relies heavily on advertising revenues and anticipates 

---..........e to own interests in 
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continued global growth, is different from the subscription fee-based business model of Stan 
Entertainment. Accordingly, investments in our company and LMC may appeal to investors with 
different goals, interests and concerns. Establishing separate equity securities will allow investors 
to make separate investment decisions with respect to our company’s and LMC‘s respective 
businesses. We believe the spin off will also allow us to raise Capital and pursue acquisitions on 
more favorable terms than would currently be possible as a subsidiary of LMC In  addition, as a 
separate company, we will be able to incur additional indebtedness as may be required for the 
growth of our businesses or potential strategic opportunities, without affecting LMC‘s target 
capital structure. 

The board of directors of LMC also considered the costs and risks associated with the spin of€ 
including any potential negative impact on LMC’s credit profile as a result of the divestiture of our 
assets, and the additional legal, auaunling and administrative costs associated with our becoming a 
public company, and determined that such costs and risks were meaningfully outweighed by the 
anticipated benefits of the spin off. 

realized to the extent we anticipate or at all. 

Manner of Effecting the Spin Off 

Neither we nor LMC can assure you that, following the spin off, any of these benefits will he 

LMC will effect the spin off by distributing to its shareholders as a dividend - 0.10 of a share of our Series A common stock for every share of LMC Series A common stock, 

- 0.10 of a share of our Series B common stock for every share of LMC Series B common stock, 

and 

in each case, owned of record by each shareholder on the record date. 

Prior to the spin off, LMC will deliver all of the issued and outstanding shares of our Series A 
common stock and Series B common stock to the distribution agent. On or about July 21, 2005 (which 
we refer to as the distribution date), the distribution agent will effect delivery of the shares of our 
common stock issuable in the spin off in the same form, certificated or book-entry, as the form in 
which the recipient shareholder held its shares of LMC common stock on the record date. Please note 
that if any shareholder of LMC on the record date sells shares of LMC common stock after the record 
date but before the distribution date, the buyer of those shares, and not the seller, will become entitled 
to receive the shares of OUT common stock issuable in respect of the shares sold. See “-Trading 
between the Record Date and the Distribution Date” below for more information. 

Shareholders of LMC are not being asked to take any action in connection with the spin off. No 
shareholder approval of the spin off is required or being sought We are not asking you for a proxy, 
and you are requested not to send us a proxy. You are also not being asked to surrender any of your 
shares of LMC common stock for shares of our common stock The number of outstanding shares of 
LMC common stock will not change as a result of the spin off. 

lteatment of Fractional Shares 

off, that shareholder will instead receive a cash payment from LMC. As soon as practicable following 
the rm-gent will determine the fractional share interests in our common 
stock that would be attributable to each holder of r e c o r d m c o m m o n  stock on the record date as 
a result of the spin off, but such fractional shares will not be issued. In lieu thereof, each such bolder 
will receive a cash amount equal to the product of such applicable fraction multiplied by the average of 
the closing prices of the applicable series of our common stock on the Nasdaq National Market over 

If any shareholder would be entitled to receive a fractional share of our common stock in the spin 
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the first ten consecutive trading days that our wmmon stock trades in the regular way market The 
distribution agent will calculate such amountS and distribute a check to each such record holder as 
soon as practicable following such ten trading day period. No interest will be paid on any cash 
distributed in lieu of fractional shares. The receipt of cash in lieu of fractional shares will generally be 
taxable to the recipient shareholders. See "-Material US. Federal Income Tkx Consequences of the 
Spin Off' below for more information. 

'katment of LMC Stock Incentive Awards 

respect to shares of LMC common stock and shares of LMC restricted stock have been granted to 
various directors, officers, employees and consultants of LMC and certain of its subsidiaries pursuant to 
the Liberty Media Corporation ZQW Incentive Plan (as amended and restated effective April 19, 2004) 
and various other stock incentive plans administered by the incentive plan committee of LMC's board 
of directors. Under the anti-dilution provisions of the applicable plans, the LMC incentive plan 
committee has the authority to make equitable adjustments to outstanding LMC options, LMC SARs 
and shares of LMC restricted stock in the event of certain transactions, including the distribution of 
our wmmon stock in the spin off. Such committee has determined that holders of LMC restricted 
stock awards will receive awards of our restricted stock in connection with the spin off, as described 
below. The committee has also determined to make various adjustments to outstanding LMC options 
and LMC SARs, as described below, to preserve the economic benefits of the original award following 
the spin off. Any options to purchase shares of our common stock issued in connection with such 
adjustments will be obligations of our company. All options exercisable for, and all SARs relating to, 
shares of LMC wmmon stock, regardless of any adjustmenf will remain obligations of LMC. The 
terms and conditions of the grant of stock options to purchase shares of our common stock and of 
restricted shares of our common stock, in each case, as contemplated below, are set forth in the 
Discovery Holding Company Transitional Stock Adjustment Plan, a form of which is included as an 
exhibit to the Form 10 registration statement of which this information statement is a part. 

signed into law. The AJCA significantly alters the rules relating to the taxation of deferred 
compensation, and may affect outstanding awards such as the LMC options and LMC SARs, and 
adjustments to such awards, as well as the issuance of any options to acquire our stock. 'Ilie IRS is 
expected to promulgate regulations and additional guidelines for employers seeking to wmply with the 
AJCA but has not yet promulgated regulations applicable to certain transactions such as the spin off. 
'Ib the extent that the methods described below for the adjustment of e?isting LMC awards in 
connection with the spin off would result in these incentive awards not complying with the 
requirements of the AJCA, LMC intends lo take any further actions it determines to be necessary in 
order to satisfy the requirements of the deferred compensation provisions of the AJCA. 

Option Awards 

or employees of LMC (such individuals being referred to as LMC Holders) will be divided into two 
options as follows: - an option (which we refer to as a Discovery Holding option) to purchase shares of the same 

Options to purchase shares of LMC common stock, stock appreciation rights (or S A R s )  with 

In October 2004, The American Jobs Creation Act of 2004, which we refer to as the AJCA, was 

As of the record date, each outstanding LMC option held by individuals who are directors, officers 

series of our common stock as the series of LMC common stock for which the outslanding LMC 

that would have been issued in the spin off in respect of the shares of LMC wmmon stock 
subject to the applicable LMC option, if such LMC option had been exercised in full 
immediately prior to the record date; and 

O P O  nf - stock. 
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an option (which n'e refer to as an adjusted I.MC option) to purchase shares of the same series 
of I.MC wmmon stock as the series of I.MC mmmon stock for which the outstanding I . h K  
option is cxerceable, cxerrisahle for the %me number of shares of such serics of LMC common 
stock 3s is the oulstandulg 134C option. 

'The aggregate exsrcise price of each outstanding LMC option held by an I.MC llolder will be allocated 
hmveen the Discovery llolding option and the adjusted l h l C  option. NI other terms and conditions of 
the Dicwvcry Holding option and the adjusted LMC option will generally be the Lame as the 
ouhtanding LMC option, iii dl material respects. 

,Ill uther holders of outstanding I.MC options u'ill retain their LMC options subject to the terms 
thereof a i d  subject tu an adjustment to increa5e the number of I.MC shares for which such option is 
exercisahle and a corresponding adjustment to decreaw the exercise price pcr sltare of such Jption. in 
each case to reflect the dbtrihution of our cummoti stork ui the \pin off. ;2l  othcr terms o f  the 
outLtanding I MC option m i l l  in all material respects be retained. 

As a result of these adjustments, certain persons who are employed by or associated uith LMC 
imnicdiately foll(iwing the dihbution date will hold Discovery Holding options, and v r t l r i n  pcrrons 
who u,ill bc employed by o r  aswciated u,ith our company immediately following the dktrihution dale 
may hold adjusted I .MC option$. Keganlless of the% employment or othcr relationships. LMC will not 
hs reqmnsible for the exercise or settlemelit of any Discovery llolding oplion, and we will not he 
responsible for the excrcise or settlcmetit of any I.MC option (including an adjusted LMC option). An!, 
cxerrising hulder of a I3scowry Ilnlding option must exercise the seciirity directly with us. Similarly, 
any  excrcLig holder of an LMC option must exercise the sccurity duecctly with LMC. In this regard, 
ue  will etiler into an option agreement uith each holder of a U i r o w y  llolding option, and, if 
nececcdry, l.MC w i l l  amend i& existing optiiin agreemelit uith each Iiolller of an oubtanding I.MC 
option, in each case tu reflect the prosisions duwrihrd aho\v 

options held by employees, consultants and independent contractors of Ascent Media, uhich expired a1 
9:OU p.m., Pacific time, on Jun? 21, 2W5. Che L!K options that LMC piirchawl pursuant to such 
offer were not subject to any adjustment as a rcsull of the spin off. As conlemp~dted by the offer to 
purchase, cuch purchawd IMC options were rancellrd and tcrminated. 

A R  An,.?rdr 

While stock appreciation rights uill not be issued by our company in Lnnnection uith the spin off, 
tach stock apprccidtion right related to LMC a>mmon stock, outatanding as of the record date (which 
we refer to as an outstanding l.MC S,W), umill he adjusted in a manner similar to the adjustment to 
outstanding I.MC options described under , , a p t i o n  Awards" ahwe. 

lherefore, individuals who are LhlC l l o l d ~ n  and who hold outstanding LMC W s  as of the 
record date uill receive an a(iju$ted LhlC S N <  and a T ) i x u \ u r y  Holding option in replacement of an 
outstanding 1.!4(: SIW, as follows: 

thd numher uf shares for ahich the Discnuey ITulding option u,ill be exercisable u,ill be 
determined in the same manner descrbed under , , a p t i o n  Awards" ahme for awarding 
Discovery llolding options to L34C llolders determined as if the LMC S A R  were instead ail 
I.MC option exercisable for  the kind and number of shares af 1-VC a)mmon stock to uhich the 
LMC SAK relates; and 

the base pnce of the outstanding I.MC S A R  will he dividcd bemeen ti) the base price of the 
adjuwd LMC SAR and (iij the exercise price of the Discovery Holding option 

On May 21, ?(105, IMC commenced an  offer to purchase for cash wrlain outstanding LMC 

. ..___ 
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Following the rewrd date, Discovery Holding options received by an LMC Holder as an 
adjustment to such LMC Holder’s LMC S A R  will wntinue to vest for so long as his or her adjusted 
JA4C SARs wntinue to vest 

Except as otherwise provided herein, all other holders of outstanding LMC S A R s  will retain their 
LMC SAR subject to the terms thereof and subject to an adjustment to increase the number of LMC 
shares underlying such LMC SAR and a wrresponding adjustment to decrease the base price per share 
of such LMC S A R ,  in each case to reflect the distribution of our wmmon stock in the spin off. All 
other terms of the outstanding LMC S A R  will in all material respects be retained 

manner similar to the exercise or settlement of any Discovery Holding option, LMC option or adjusted 
LMC option as described under “-Option Awards” above. In this regard, as soon as practicable 
following the distribution date, we will enter into an option agreement with each LMC Holder 
receiving a DHC option in respect of his LMC S A R ,  and, if necessary, LMC will amend its existing 
stock appreciation rights agreement with such LMC Holders, in each case to reflect the foregoing 
adjustments. 

Restricted Stock Awnrdr 

For each unvested LMC restricted stock award outstanding as of the record date, the holder of 
such restricted stock award will be entitled to receive, for each share of restricted LMC wmmon stock 
awarded thereunder, an award of 0.10 of a share of the same series of our wmmon stock as the shares 
of LMC wmmon stock to which such LMC restricted stock award relates. The distniution will not 
have any other effect on the outstanding LMC restricted stock awards, and the restricted stock awards 
relating to our wmmon stock will be subject to the same terms and conditions as apply to the LMC 
restricted stock award with respect to which the distribution is made. In the case of any holders of 
LMC restricted stock who will be officers or directors of our wmpany at the time of the spin off, the 
foregoing grants of our restricted stock shall be subject to any approvals that may be required by our 
board of directors, or by the members of our board who are independent directors, as applicahle. 

We intend to fde a Form S-8 registration statement with respect to shares of OUT wmmon stock 
issuable upon vesting of awards of our restricted stock as soon as practicable following the distribution 
date. 

Material US. Federal Income Tax Consequences of the Spin Off 

the holders of LMC common stock resulting from the spin off. This discussion is based upon the 
Internal Revenue Code of 1986, as amended (the Code), existing and proposed Treasury Regulations 
promulgated thereunder and current administrative rulings and wurt decisions, all as in effect as of the 
date of this information statement, and all of which are subject to change. Any such change, which may 
or may not be retroactive, could materially alter the tax wnsequences to LMC or the holders of LMC 
common stock as described in this information statement. This summary does not discuss all US.  
federal inwme tax considerations that may be relevant to particular shareholders in light of their 
particular circumstances, such as shareholders who are dealers in securities, banks, insurance 
companies, tax-exempt organizations and non-United States persons. In addition, the following 
discussion does not address the tax wnsequences of the spin off under US. state or local and non-US. 
tax laws or the tax wnsequences of transactions effectuated prior to or after the spin off (whether or 
not such transactions are undertaken m connection with the sp‘ ”;- 

OF LMC COMMON STOCK ARE URGED TO CONSULT THEIR OWN TAX ADVISORS 
CONCERNING THE US. FEDERAL, STATE AND LOCAL AND NON-US. TAX 
CONSEQUENCES OF THE SPIN OFF TO THEM. 

The exercise or settlement of any Discovery Holding option or LMC S A R  will be addressed in a 

The following is a summary of certain material US. federal income tax consequences to LMC and 
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LMC has obtained a private letter ruling from the IRS, and it is a condition to the spin off that 
M C  receive the opinion of Skadden, Arps, Slate, Meagher & n o m  LLP, in each case to the effect 
that the spin off will qualify as a tax-free transaction under Sections 355 and 368(a)(l)(D) of the Code 
and that, accordingly, for US. federal income tax purposes, among other things: 

no gain or loss will be recognized by LMC upon the distribution of (a) shares of our Series A 
wmmon stock to holders of LMC Series A wmmon stock and (b) shares of our Series B 
common stock to holders of LMC Series B common stock pursuant to the spin o E  

* other than with respect to fractional shares of our common stock, no gain or loss will be 
rewgnized by, and no amount will be included in the inwme of, a holder of LMC common 
stock upon the receipt of shares of our wmmon stock pursuant to the spin off or upon receipt 
of the rights that will he attached to our wmmon stock pursuant to the shareholder rights plan 
described in “Description of our Capital Stock-Shareholder Rights Plan;” 

aggregate adjusted basis in its shares of our wmmon stock (including any fractional share in 
respect of which cash is received) and its shares of LMC wmmon stock immediately afier the 
spin off equal to the aggregate adjusted basis of the shareholder’s LMC wmmon stock held 
prior to the spin off, which will be allocated in acwrdance with their relative fair market values; 
and 

* the holding period of the shares of our wmmon stock received in the spin off by an LMC 
shareholder will include the holding period of its shares of LMC wmmon stock, provided that 
such shares of LMC common stock were held as a capital asset on the distribution date. 

The private letter ruling obtained from the IRS also generally provides that if an LMC shareholder 
holds different blocks of LMC wmmon stock (generally shares of LMC wmmon stock purchased or 
acquired on different dates or at different prices), the aggregate basis for each block of LMC wmmon 
stock purchased or acquired on the same date and at the same price will be allocated, to the greatest 
exlent possible, between the shares of our common stock (including any fractional share) received in 
the spin off in respect of such block of LMC wmmon stock and such block of LMC wmmon stock, in 
proportion to their respective fair market values, and the holding period of the shares of our common 
stock (including any fractional share) received in the spin off in respect of such block of LMC common 
stock will include ihe holding period of such block of LMC wmmon stock, provided that such block of 
LMC wmmon stock was held as a capital asset on the distribution date. If an LMC shareholder is not 
able to identify which particular shares of our wmmon stock (mclnding any fractional share) are 
received in the spin off with respect to a particular block of LMC common stock, the shareholder may 
designate which shares of our wmmon stock (including any fractional share) are received in the spin 
off in respect of a particular block of LMC wmmon stock, provided that such designation is consistent 
with the terms of the spin off. Holders of LMC common stock are urged to consult their own tax 
advisors regarding the application of these rules to their particular circumstances. 

If you receive cash in lieu of a fractional share of our common stock as pari of the spin 0% you 
will be treated as though yon f i t  received a distribution of the fractional share in the spin off and 
then sold it for the amount of such cash. You will generally recognize capital gain or loss, provided that 
the fractional share is wnsidered to be held as a capital asset, measured by the difference between the 
cash you receive for such fractional share and your tax basis in that fractional share, as determined 
above. Such capital gain or loss will be a long-term capital gain or loss if your holding period for such 

* an LMC shareholder who receives shares of our common stock in the spin off will have an 

- ate 

Although the private letter ruling relating to the qualification of the spin off under Sections 355 
and 368(a)(l)(D) of the Code is generally binding on the IRS, the continuing validity of such ruling is 
subject to the accuracy of factual representations and assumptions, Further, as part of the IRS’s general 
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ruling policy with respect to spin off transactions under Section 355 of the Code, the private letter 
ruling is not based upon a determination by the IRS that certain conditions which are necessary to 
obtain tax-free treatment under Section 355 of the Code have been satisfied. Rather, the private letter 
ruling is based upon representations by LMC that these conditions have been satisfied. If any of the 
representations or assumptions upon which the private letter ruling obtained by LMC is based are 
incorrect or untrue in any material respect, or the facts upon which the ruling is based were materially 
different from the facts at the time of the spin off, the private letter ruling could he invalidated. 

As a result of this IRS ruling policy with respect to spin off transactions under Section 355 of the 
Code, I M C  has made it a condition to the spin off that LMC receive an opinion from Skadden, Arps ,  
Slate, Meagher & Flom U P  to the effect that the spin off will qualify as a tax-free trmsauion under 
Sections 355 and 368(a)(l)(D) of the Code. Opinions of counsel are not binding upon the IRS, and the 
wnclusions in the tax opinion could be challenged by the IRS. The opinion of counsel will be based 
upon the Code, Treasury Regulations, administrative rulings and court decisions, all as in effect as of 
the date on which the opinion is issued, and all of which are subject to change, possibly with retroactive 
effect. In addition, the opinion of counsel will be based upon certain factual representations made by 
the officers of LMC and certain of its affiliates, certain assumptions and certain undertakings by us and 
LMC. If any of those factual representations or assumptions were incorrect or untrue in any material 
respect, any undertaking was not complied with, or the facU upon which the opinion is based were 
materially different from the facts at the time of the spin off, the spin off may not qualify for tax-free 
treatment. 

If the spin off did not qualify for tax-free treatment, then LMC would recognize taxable gain in an 
amount equal to the excess of the value of the shares of our common stock held by LMC immediately 
prior to the spin off over LMC’s tax basis in such shares of our wmmon stock. In addition, a holder of 
LMC‘s wmmon stock would be subject to tax as if it had received a taxable distribution in an amount 
equal to the fair market value of the shares of OUT wmmon stock received in the spin off by such 
holder. See “Risk Factors-Factors Relating to the Spin Off-The spin off could result in signiGcant 
tax liability.” 

Even if the spin off otherwise qualiGes for tax-free treatment to the shareholders of LMC, it may 
be disqualified as tax-free to LMC under Section 355(e) of the Code if 50% or  more of either the total 
combined voting power or the total fair market value of the stock of LMC or OUT company is acquired 
as part of a plan or series of related transactions that includes the spin off. For this purpose, any 
acquisitions of LMC stock or our stock after the spin off are generally part of such a plan only if there 
was an agreement, understanding, arrangement or substantial negotiations regarding the acquisition or 
a similar aquisition at some time during lhe two-year period ending on the date of the spin off. All of 
the facts and circumstances must be considered to determine whether the spin off and any acquisition 
of stock are part of such a plan, and certain acquisition-? of stock pursuant to public sales are exempted 
by applicable regulations. If Section 355(e) applies as a result of such an acquisition of LMC stock or 
our stock, LMC would recognize taxable gain, but the spin off would nevertheless generally be tax-free 
to each holder of LMC stock who received shares of our stock in the spin of f .  

Under the tax sharing agreement between OUI company and LMC, LMC and its subsidiaries, 
officers and directors will be entitled to indemnification from us for any loss, including any adjustment 
to taxes of LMC, resulting from (1) any action or failure to act by us or any of our subsidiaries 
following the completion of the spin off that would be inconsistent with or prohibit the spin off from 
qualifying as a tax-free transaction to LMC and to you under Sections 355 and 36B(a)(l)(D) of the 

96 or more of either the 
total combined voting power or the total fair market value of our stock as described in the preceding 
paragraph), (2) any agreement, understanding, arrangement or substantial negotiations entered into by 
us or any of our subsidiaries prior to the day after the first anniversary of the distribution date, with 
respect to any transaction pursuant to which any of Cox Communications, AdvanceiNewhouse or 
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